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The Business of Healthcare: A Slippery Slope?
Published: October 03, 2007 in Knowledge@SMU 
In Singapore, healthcare consumes 3.7% of GDP and is rising. Jeremy Lim, director of policy and research at
Singapore Health Services (SingHealth), was the featured speaker at a recent Singapore Management University
Wee Kim Wee Centre event. Trained as a surgeon before moving into healthcare management and health services
research, Lim obtained a master’s degree from the Johns Hopkins School of Public Health on a Fulbright scholarship.
He talked to Knowledge@SMU about the business opportunities and challenges in Singapore’s healthcare sector.
Knowledge@SMU: Why do you describe the business of healthcare as a slippery slope?
Lim: When you talk about the free market, one of the major causes of market failure is information asymmetry. This
has been minimised in a lot of sectors and in healthcare, too, the situation has improved. But clearly your doctor
knows a lot more than you which is why you go to see the doctor. There is the possibility, however, when the
doctor’s financial incentives are tied to the treatment that he or she offers, for the doctor to be conflicted. This
gives rise to concerns about over-servicing or even under-servicing, depending on how the doctor’s or the
healthcare provider’s compensation is arranged.
Knowledge@SMU: What are the existing models available to pay for healthcare?
Lim: There is the first level where the government pays the healthcare provider as an organisation. The second level
is where the organisation pays the doctor, thereby impacting on the type of treatment given. In Singapore, at the
first level we use the block budget mechanism. This means that the government gives the hospitals a lump sum of
money and says, “Go take care of Singaporeans.” Regardless of the service the hospitals provide, they keep the
money. If there is no strong moral compass and sense of professionalism – do what is right for the patient where the
needs of the patient come first – there is every potential to maximise the hospital’s surplus. The way to maximise
surplus is to under-service. That is one, very real problem. If you look at the services and medication available to
subsidised patients versus private patients, you will find the difference. In this kind of capitated model [fees linked
to the number of patients serviced], there is the potential to under-service. If you swing to the other extreme with
the fee-for-service model -- which is the private sector model where the patient pays for whatever he or she
consumes -- there is the potential for over-servicing. This can happen because of the information asymmetry. As a
patient, you do not know any better. Most patients, when they see their doctor, are not in the best frame of mind
to make rational decisions.
That is basically the whole slippery slope argument. There are pros and cons, whichever model of healthcare
financing that you work towards. What is vital to the whole equation is to produce doctors who, we hope, are
reasonably ethical and want to do the right thing for the patient regardless of personal incentives. Unfortunately,
the evidence has not been very encouraging.
Knowledge@SMU: Which model prevails in Singapore’s public healthcare system?
Lim: In Singapore, we try to find the middle ground. Most doctors are paid a base salary that is set reasonably high,
but there are additional dollars to be earned from seeing more patients. That way, they are encouraged to be more
productive. The debate over how people should be paid exists in almost every profession. There are as many ways
to pay doctors as there are doctors. At one extreme is a fixed salary; the Mayo Clinic practices this. Under the fixed
salary system, whether you see more or less patients, you still get paid the same. Unfortunately for the hospital, if
you see only 15 patients a day this translates into less revenue as you are not earning enough to justify your
current salary. The hospital’s breakeven point for paying you your salary may be 25 patients a day. So, that’s the
problem with the fixed salary model. It’s like in any other industry -- you might encourage slackers.
At the other extreme, if you get paid for whatever you do, you are almost like an encyclopaedia salesman. It could
swing the other way in that you may be encouraged to see more patients and, basically, play a volume game.
Quality may be compromised because you are trying to squeeze 50 patients into what, previously, was [time for]
only 30 patients. The other missions of the public sector – teaching and research – may also be compromised
because these don’t pay and doctors only want to see patients.
Knowledge@SMU:  Which model do you think works best?
Lim: If we choose the right type of people to become doctors, we should make sure that we pay them well enough.
As long as individuals in the system are honest and have integrity, the system will work whether it is a fixed income
system or a fee-for-service model, because people will be personally motivated and ethical enough to only do what’s
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best for their patients. But all these are premised on the right set of values.
Knowledge@SMU: What sort of opportunities exist for business managers and non-clinicians in the industry?
Lim: There are opportunities at multiple levels in such areas as finance, operations and strategic thinking. In
finance, we need people to figure out the best way for the Ministry of Health to pay hospitals. We also need people
to figure out the best way for hospitals to pay their doctors, bearing in mind that we all have different aims. A
hospital wants to make money and pay bonuses for its staff. At the same time, it does not want to profiteer from
patients’ misfortunes. There’s a balance that needs to be struck. Business managers can play with economic models
to figure out how hospitals and doctors should charge, how patients should pay, and the corresponding influence on
behaviours. These are fertile fields and very dynamic.
In terms of operations, healthcare has for the longest time been a very personal business. It is almost like the mom-
and-pop stores in the US. But the same revolution that Wal-Mart brought into retail is coming to healthcare. The
doctor is no longer the `be-all and end-all’ in the hospital. It is just so complex that we need to work as a team.
Time is crucial and getting people to move efficiently is simple supply chain management. Hospitals deal with these
tremendous supply chain issues. For instance, when we operate, we need to have sufficient inventory for the
operating theatre. At the same time, the hospital is supposed to house patients and not be a warehouse for gauze
and swabs.
There are also opportunities in strategic thinking. These include answering such questions as: How big should a
hospital be? Should the services provided in a large hospital be compared to a smaller hospital? Should there be
central planning in the healthcare system? What is the role of the free market in healthcare?
Knowledge@SMU: Does the outlook for healthcare look gloomy in Singapore?
Lim: Not at all. These are highly complex but very interesting issues. We don’t have all the answers. We only know
the problems. They force you to believe in the essential goodness of humanity. In healthcare, the entire system is
premised on moral and upright people.
A major grouse in healthcare is that people work so hard and there is such an intense volume of patients that people
do not have time to think. We spend so much time doing and not enough time thinking. It is challenging. Much as we
try to bring healthcare to the system level, stripped down to the bare essentials, it is still the doctor-patient
relationship. At the system level you can introduce all kinds of constraints to limit healthcare spending. But the
biggest driver of healthcare spending is still the doctor’s pen – whether you sign for an inexpensive drug or not. That
cannot be controlled without reaching out to every single doctor to create that kind of awareness, and to think
about all of these issues that we’ve discussed.
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